Pound to Euro: Forecast for the Week Ahead 


The pound to euro exchange rate has moved higher after the release of better-than-expected manufacturing data from the UK. 
Whilst still in a broad down-trend since the Brexit sell-off, it is showing signs of reversal, and we are close to a level where the trend could quickly flip higher. 
GBP/EUR has now reached 1.1918, it has broken clearly above the 50-day moving average, and looks set to continue its short-term up-trend. 
The pair can be seen to have formed a double bottom reversal pattern at the lows (see chart below). 
These patterns are formed when two market troughs happen adjacent to each other at roughly the same level. 
They mark a market bottom and forecast a reversal in the asset if the exchange rate can provide confirmatory evidence by breaking above the ‘neckline’: the level of the intervening peak between the two troughs. 
The neckline on GBP/EUR is situated at about 1.1900, and so it could be argued may already have been breached. 
If the exchange rate can remain above the neckline then it will be a clear signal that the trend has changed and GBP/EUR is moving substantially higher. 
As such, a move above the 1.1950 level would signal a definitive break above the neckline for us, with the next target at the next major resistance level at 1.2022 from the R1 monthly pivot, a level used by traders to gauge market direction. 
A move above the 1.2075 level would mark a clear break above that level and signal a move up to the next target at 1.2225, which is based on an extrapolation of 61.8% of the height of the pattern – generating a minimum target. 
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In the week ahead the main events for this pair are likely to revolve around the release of more data from the UK and the ECB rate meeting.
The data from the UK will include Services PMI on Monday and Manufacturing Production on the Wednesday. 
From a sterling-volatility perspective the most significant release will be Services PMI – a survey based metric- which came out at 47.4 in July and is expected to rise to 50.0 in August. 
Last week saw rises in both Manufacturing (from 48.3 to 53.3) and Construction PMI’s (from 45.9 to 49.2). 
These reflected a rebound from the extreme pessimism of July which saw PMI’s fall steeply into ‘contraction’ territory.
The same is expected for Services, however, the extent to which it rebounds may not be quite as much as manufacturing which is more likely to benefit from the weaker pound, making exports more attractive. 
Due to upside expectations dominating, the release may result in a further rise for the pair, in line with the technical bias above. 
The other main release is Manufacturing Production, which is likely to fall -0.4% mom in Jul from -0.3% in June, according to current expectations. 
Quite whether this fits with the rebound found in the recent Manufacturing PMI is not easy to tell, but there is a possibility the July Production figure may not be as negative as forecast, especially given the boost to exports – especially of manufacturing items – caused by the weak pound. 
ECB Policy Meeting 
The ECB meeting on Thursday is another major hotspot in the week ahead. 
[bookmark: _GoBack]The most significant issue will be whether the ECB increases its already very comprehensive stimulus programme. 
Most analysts do not expect more stimulus in September despite the recent set of inflation figures which showed a slowdown in inflation from 0.9% to 0.8% in July. 
“The European Central Bank's monetary policy announcement is the most important event risk next week. While no immediate changes in monetary policy is expected, ECB President Draghi is expected to remind investors that inflation is low, the economy is weak and easier monetary policy may be needed.” Said BK Asset Management’s Kathy Lien about the meeting.
Elsewhere analysts at TD Securities echoed Lien’s sentiments, saying: 
“While we look for the ECB to ease further before the end of the year, we don’t think that it’s going to happen in September, which should lead to an initial hawkish market reaction with the 12:45pm BST rate decision. However, we do think that President Draghi will say enough during the opening statement and press conference to suggest that a QE extension at the very least is on the way”.  
There is clearly, therefore, a chance that the pair will move higher as a result of the release if the ECB does decide to pull the trigger and increase wither the quantity or duration of its effort. 
Again this falls into line with the technical outlook and the possibility of UK data surprising to the upside, as outlined above. 
